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§1.162(k)-1

treated as an amount that is not sub-
ject to section 162(e)(1)(A) and that is
paid or incurred only at the time the
taxpayer no longer expects that a lob-
bying communication will be made.

(ii) Special rule for certain tax-exempt
organizations. For a tax-exempt organi-
zation subject to section 6033(e), the
amounts described in paragraph
(e)(2)(i) of this section are treated as
reducing (but not below zero) its ex-
penditures to which section 162(e)(1)
applies beginning with that year and
continuing for subsequent years to the
extent not treated in prior years as re-
ducing those expenditures.

(f) Anti-avoidance rule. If a taxpayer,
alone or with others, structures its ac-
tivities with a principal purpose of
achieving results that are unreasonable
in light of the purposes of section
162(e)(1)(A) and section 6033(e), the
Commissioner can recast the tax-
payer’s activities for federal tax pur-
poses as appropriate to achieve tax re-
sults that are consistent with the in-
tent of section 162(e)(1)(A), section
6033(e) (if applicable), and this section,
and the pertinent facts and cir-
cumstances.

(g) Taxpayer defined. For purposes of
this section, a taxpayer includes a tax-
exempt organization subject to section
6033(e).

(h) Effective date. This section is ef-
fective for amounts paid or incurred on
or after July 21, 1995. Taxpayers must
adopt a reasonable interpretation of
section 162(e)(1)(A) for amounts paid or
incurred before this date.

[T.D. 8602, 60 FR 37575, July 21, 1995]

§1.162(k)-1 Disallowance of deduction
for reacquisition payments.

(a) In general. Except as provided in
paragraph (b) of this section, no deduc-
tion otherwise allowable is allowed
under Chapter 1 of the Internal Rev-
enue Code for any amount paid or in-
curred by a corporation in connection
with the reacquisition of its stock or
the stock of any related person (as de-
fined in section 465(b)(3)(C)). Amounts
paid or incurred in connection with the
reacquisition of stock include amounts
paid by a corporation to reacquire its
stock from an ESOP that are used in a
manner described in section
404(k)(2)(A). See §1.404(k)-3.
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(b) Ezxceptions. Paragraph (a) of this
section does not apply to any—

(1) Deduction allowable under section
163 (relating to interest);

(2) Deduction for amounts that are
properly allocable to indebtedness and
amortized over the term of such in-
debtedness;

(3) Deduction for dividends paid
(within the meaning of section 561); or

(4) Amount paid or incurred in con-
nection with the redemption of any
stock in a regulated investment com-
pany that issues only stock which is
redeemable upon the demand of the
shareholder.

(c) Effective date. This section applies
with respect to amounts paid or in-
curred on or after August 30, 2006.

[T.D. 9282, 71 FR 51473, Aug. 30, 2006]

§1.163-1 Interest deduction in general.

(a) Except as otherwise provided in
sections 264 to 267, inclusive, interest
paid or accrued within the taxable year
on indebtedness shall be allowed as a
deduction in computing taxable in-
come. For rules relating to interest on
certain deferred payments, see section
483 and the regulations thereunder.

(b) Interest paid by the taxpayer on a
mortgage upon real estate of which he
is the legal or equitable owner, even
though the taxpayer is not directly lia-
ble upon the bond or note secured by
such mortgage, may be deducted as in-
terest on his indebtedness. Pursuant to
the provisions of section 163(c), any an-
nual or periodic rental payment made
by a taxpayer on or after January 1,
1962, under a redeemable ground rent,
as defined in section 1055(c) and para-
graph (b) of §1.1055-1, is required to be
treated as interest on an indebtedness
secured by a mortgage and, accord-
ingly, may be deducted by the taxpayer
as interest on his indebtedness. Section
163(c) has no application in respect of
any annual or periodic rental payment
made prior to January 1, 1962, or pursu-
ant to an arrangement which does not
constitute a ‘‘redeemable ground rent”’
as defined in section 1055(c) and para-
graph (b) of §1.1055-1. Accordingly, an-
nual or periodic payments of Pennsyl-
vania ground rents made before, on, or
after January 1, 1962, are deductible as
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